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ECON405, Trimester 3 2015 
Answer any FOUR (4) of the EIGHT (8) questions provided 


All questions are of equal value 


Explain the difference between systematic and unsystematic risk. Explain how beta 
captures systematic risk. 


Answer ALL Parts: 


PART A: Do payments received by Australian cotton growers for their direct exports of 
cotton affect the money supply? Explain your answer. 


PART B: Does an increase in the age pension payments affect the money supply? 
Explain. 


PART C: When you arrive home from an overseas trip, you have $US500 left in $100 
bills. You exchange these at the airport for Australian dollars. Has the money supply 
increased? Explain. 


Define ‘interest rate risk’. Explain the two types of interest rate risk. How can an investor 
with a given holding period use duration to reduce interest rate risk? 


What is the relationship between bond price volatility and term to maturity? What is the 
relationship between bond price volatility and the coupon rate? 


Discuss whether the share market is a good predictor of economic activity. 


What do we mean by ‘off-balance-sheet’ activities? If these things are not on the balance 
sheet, are they important? What are some off-balance-sheet activities? 


Define the money market, including a description of its basic operation and economic 
role, and explain the characteristics of money-market instruments. 


An investor in New Zealand holding ANZ Bank shares decides to try to squeeze some 
more gains out of holding her 1000 shares by buying a put option to sell the 1000 
shares. The strike price is NZ$22 and the premium NZ$2. During the whole time the 
option is current (until the date of expiry), the market price of the shares does not fall 
below NZ$24. What will the investor do? With the aid of a diagram explain why and 
what are the gains/losses of the writer and the buyer. 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 


Writing your name and number on the front will help us confirm that your paper has been returned. 
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